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Taking Stock of Steel 


When is enough steel too much steel? That is a question 
plaguing most steel users—and producers. Since the crippling 
steel strike of June and July, 1952, metal fabricators have 
been grabbing up all the steel they could get their hands on: 
first, to maintain high production rates, and, secondly, to 
fill the huge gaps in storage bins. 

But now storage bins are well stocked, and high produc- 
tion in metalworking factories is beginning to wane. Steel, 
which was worth its weight in gold only months back, is now 
probably not worth more than its weight in steel. To check 
on the value of steel to producers and users—and the impli- 
cations for the steel market—see “Inventory of the Steel 
Situation,” beginning on page 348. 


The Summer Has a Business Trend 


In the dog days of late summer, business apparently 
succumbs somewhat to the heat, as many firms move along 
half-heartedly, half-staffed, at half production. In such an 
atmosphere, trends become obscured in seasonal adjust- 
ments required to compare subdued summer activity with 
production during the more robust months of the year. 

' Even so, some economic activity does not need subtle sea- 
sonal adjustment to uncover trends. Inventories, for example: 
can grow in hot weather or cold. Taxes seem to defy the 
thermometer, too. And adding in defense and consumer 
spending yields a significant mixture to point out trends. 

For a hot weather analysis of the business outlook read 
“Behind Businessmen’s Optimism,” this month’s Business 
Highlights, beginning on the next page. 


Solving Those Marketing Problems 


The consumer has come into his own again! With a lot 
of dollars to spend—or save, what he buys—or doesn’t—is 
of tremendous concern to businessmen everywhere. In this 
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month’s survey of business opinion, this concern is spelled 
out In concrete terms through reports, from 155 executives, 
of current and future plans for intensive selling. (Page 361.) 


Aspects of the consumer market are also treated in this 
issue in Business Highlights and in “Competition in Consumer 
Durables.” 

The current emphasis on the consumer market is also 
being highlighted by the Board in a three-day meeting on 
September 23-25 at the Waldorf-Astoria Hotel in New York 
City on “Better Profits Through Better Selling.” (Have you 
made your reservations to attend ?) 


What and How Much Shall the Consumer Buy? 


Although the Federal Reserve’s survey of consumer finances 
shows that early in the year consumers planned “to increase 
considerably their purchases of automobiles and other con- 
sumer durable goods in 1953 as compared with 1952,” by 
the third quarter doubts were developing as to the continu- 
ation of high rates of sales in precisely these lines. The doubts 
are magnified when projected into 1954. At the same time, 
the cessation on July 31 of almost all federal rent controls 
puts a spotlight on shelter expenditures, which have increased 
continuously since 1947, both dollarwise and as a proportion 
of all consumer expenditures. For more on this subject 
see page 368. 

e 


The Farmer in the Picture 


Recent declines in farm income are being watched not 
only by farmers themselves but by the entire business com- 
munity. Industries which depend on the farm market for a 
substantial portion of their business are particularly affected. 
But so are others, too. The first thing to find out is just 
how seriously has the farm economy been affected by the 
drop in income. The financial position of agriculture is 
sketched in the article beginning on page 358. 


BEHIND BUSINESSMEN’S OPTIMISM 


Three factors are sustaining their hopes — and their inventories 


on business conditions began pointing to an end 

of the rising phase of the 1952-1953 boom, busi- 
ness operating rates have continued to run at very 
high levels, and gross national product has continued 
to advance. At the same time, the detail on business 
operations has grown considerably more mixed. Inven- 
tory growth has absorbed a larger share of the in- 
crease in output, and the number of statistical series 
pointing down has increased a little. 

The vagaries and pronounced seasonal movements 
that affect statistics in the summer months have 
clouded what is happening—as well as what is going 
to happen. And commentators on the short-term out- 
look are, for once, almost unanimously uncertain 
about the immediate prospects for United States busi- 
ness. Exception: the stock market in late August 
studiously ignored a crop of very favorable first-half 
corporate reports, and began radiating all kinds of 
technical warning signals. 


MIDSUMMER MOVEMENTS 


Production contracted seasonally in July, and ap- 
parently recovered seasonally in August, with the net 
effect for the summer as a whole being a dip in dur- 
ables offset by a rise in nondurables. There was no 
clear indication, in late August, that a general lower- 
ing of operating rates was in the works for fall, al- 
though a number of manufacturers admitted inten- 


So the end of the first quarter, when figures 
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tions to reduce finished goods inventories by year-end. 
Hiring rates in the weeks prior to vacation shutdowns 
were at or close to record levels in most industries, and 
layoff rates were low. The Bureau of Labor Statistics 
announced an easing in labor supply in nine industrial 
areas (and a tightening in five other areas), but 
nonagricultural employment in early July was at a 
record for the month, and on a seasonally adjusted 
basis was about unchanged from earlier months. State 
unemployment insurance statistics have as yet shown 
no important change, even in Michigan, where the 
combination of defense cancellations and declining 
automobile output was widely expected to signal the 
beginning of a rise in unemployment. 


ORDERS vs. SALES 


In contrast to this relatively strong production and 
employment picture, manufacturers’ new orders have 
run below sales throughout the second quarter and 
into the summer. Backlogs among durables industries 
have been declining at about $1 billion a month, while 
inventories of durables manufacturers have been ris- 
ing steadily. (See chart, page 343.) 

Construction activity has continued to hold at 
very high levels, despite repeated forecasts that at 
least the residential component was headed down. 
Housing starts, seasonally adjusted, declined in June 
and July, reaching an annual rate below 1 million in 
the latter month (see chart below). But few expect 
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the 1953 total to end up below 1 million, and it is still 
possible that the 1952 figure of 1.1 million will be 
equaled. In the face of frequent comment that mort- 
gage money was hard to come by, residential contract 
awards rose sharply during the summer, and for the 
first eight months of the year were about equal to 
1952. Value of work in private nonresidential con- 
struction, and in government construction, has con- 
tinued to run well ahead of 1952, and forecasts of 
total construction put in place in the last half of the 
year are considerably higher than actual construction 
in the last half of 1952. 


THE FARM PICTURE 


Incomes of farm proprietors continued to decline in 
the second quarter as a result of declining prices (see 
chart). While agricultural prices strengthened in 
July, they were very irregular in early August. It 
is still hard to find a reflection of this falling farm in- 
come in rural retail trade, but farmers have evidently 
curtailed their purchases of production equipment to 
between 10% and 15% below their last year’s pur- 
chases. 

This drop, in turn, has produced scattered layoffs in 
the farm machinery industry, and has resulted in 
some cancellation of steel orders. Certain steel spe- 
cialties used in agricultural improvements, such as 
galvanized sheet and merchant wire, are also reported 
to be in easy supply as a result of farmers’ retrench- 
ment. (Text continued on next page.) 


While Backlogs of Durables Manufacturers Fall, 
Inventories Rise 
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Most of the Growth in Backlogs Has Come in 
Transport Equipment 
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Prices on other than farm products advanced on a 
wave of increases in raw materials prices in late June 
and July. (The combined rise in both farm and non- 
farm prices in July sent the general BLS wholesale 
price index up at the fastest rate in over two years.) 
The industrial wholesale price level stabilized in early 
August, but despite the steady rise in manufacturers’ 
inventories and the excess of shipments over new or- 
ders, there are no indications yet that the industrial 
price level is at all shaky. Many recent price rises, 
however, are admittedly a tentative reflection of in- 
creased production costs, and are not yet well tested 
in the market. 


UNCERTAIN BUT NOT SCARED 


While business conditions during the summer aver- 
age out to little change, it remains true that for late 
1953 it is much easier to set up a hypothesis of decline 
than of stability. Nevertheless, the prevailing mood 
of business executives is uncertain optimism, rather 
than pessimism, and as of late August there were few 
reports that they considered their inventories scri- 
ously out of line with their prospective sales.? 

It is simple enough to tick off the major reasons for 
a downward forecast for late 1953. In at least four 
ways the boom seems to be living on the past. It is, 
in the first place, consuming durables backlogs (see 
charts). The rate of backlog consumption is not par- 
ticularly significant as a percentage of backlogs them- 
selves—about 2% per month. But it is worth noting 
that the decline in backlogs amounted to about 8% 
of second-quarter durables shipments. 

The boom is also living on the past in the sense 
that the farm sector has begun to eat into the fat it 
accumulated in the earlier postwar years of feast. And 
the sustained high level of capital outlays to meet the 
production needs of a guns-and-butter garrison state 
may well have drawn against future outlays. (It is 
mainly in these industries that backlogs have been 
declining most rapidly.) 

Finally, the boom is subsisting, in part, on a federal 
budget deficit largely inherited from a prior adminis- 
tration and framed in the context of a now suspended 
shooting war in Korea. 

At the same time that it is living on the past, the 
boom is also borrowing from the future. About 3% 
of the current rate of total output (including services) 
is going into inventory, which may some day be drawn 
on in lieu of production. About 60% of durables sales 
is now being made on credit, and the growth of debt 
is driving the repayment rate up sharply—about 14% 
over the past year?—thus borrowing from future con- 
sumption. 

1For the recent trend of inventories see “Business in the Second 
Half,” The Business Record, August, 1953, page 306. 


*Based on repayment data available for finance companies and 
commercial banks, which hold cbout 75% of outstanding instalment 
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Even ignoring the credit-dominated character of 
durables markets, the sale of automobiles at uneco- 
nomic margins is borrowing from the future automo- 
bile market. This kind of borrowing may now be of 
more concern to automotive executives than instal- 
ment debt itself. While the tolerable limit of the 
credit burden is vague and unmeasured, it is pretty 
clear that the sale of a 1953 model forced by a sub- 
stantial reduction from list price can take a good 
list-price prospect out of the 1954 market. 

Most business executives can rattle off these 
grounds for pessimism—as well as a number of others 
—without hesitation. And yet the majority of them 
would describe their own sentiment about the outlook 
as “more optimistic than the average.” On the basis 
of an admittedly small sample survey, their reasons 
seem to boil down to: tax relief, particularly for con- 
sumers; continued high government spending, either 
for defense or for contracyclical public works projects; 
and a strong faith in the consumer market. 


FROM HERE TO TAX REDUCTION 


As the year has worn on into ifs ninth month, the 
thinking of businessmen has become increasingly col- 
ored by the tax reduction that presumably lies at the 
end of the year. Paradoxically, they are thinking 
chiefly of the personal tax reduction, not of reduc- 
tions in their own corporate rates. They are increas- 
ingly taking the view that if the boom will stand up 
until near the end of the year, tax reduction will shore 
it up for another round. Since the most imminent 
short-term hazard is inventory growth, this amounts 
to the thesis that if inventory policy does not reverse 
rapidly in the next three months, tax reduction in 
January will make such a reversal unnecessary, or 
painlessly mild. 

It seems probable that the prospect of tax reduc- 
tion is itself acting to delay a reversal of inventory 
policy. Hopeful comment on the effect of a personal 
tax reduction has begun to mount: in the business 
press. Retailers generallv feel that the effect of a tax 
bonus will be anticipated sufficiently in advance to 
provide a considerable additional stimulus to Christ- 
mas trade, when a little stimulus can mean a lot of 
business. And credit men are reported to feel that 
the reduction may well be multiplied somewhat by 
providing a new ground for credit buying, which has 
begun to sag a little, outside the automobile market, 
since the first quarter. 

The fact that business attitudes are increasingly re- 
flecting the possibility of personal tax reduction has 
some implications of its own. What happens if a - 
personal tax reduction does not materialize, or if it 
is offset by another tax—perhaps a national sales tax 
at either manufacturing or retailing levels? Would 
a change in the outlook for a net personal reduction 
make inventories suddenly look much bigger, and 
precipitate a sudden reversal into liquidation? 
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Is the potential effect of the reduction being over- 
estimated? The full-year effect, at current income 
rates, is about $3 billion—about 1.2% of current in- 
come after taxes and 1.3% of current expenditures. 
In recent quarters, consumers have evinced a high 
propensity to spend additional income—in fact, quar- 
terly increases in spending have actually exceeded 
quarterly increases in income since the end of the 
steel strike. But it is certainly possible that if con- 
sumers continue to spend at current rates for the next 
three months their propensity to spend further addi- 
tions may be considerably lower by winter. If the $3 
billion were lumped into a relatively short period, as 
the $3-billion National Service Life Insurance divi- 
dend was in early 1950, estimates of its effectiveness 
would doubtless be high, but spread over the year its 
impact may depend very largely on the environment 
in which it falls. 


HOW MUCH GOVERNMENT SPENDING? 


The Administration’s August budget revision—in 
which the projected budget deficit for the fiscal year 
1954 has been reduced from $10 billion (January 
budget message) and $6 billion (late spring working 
estimate) to below $4 billion—may have made a per- 
sonal tax reduction a foregone conclusion. (The re- 
ceipts side of the budget assumes the 10% personal 
reduction, and expiration of the excess-profits tax.) 
It may also have made a substitute tax less necessary, 
and less palatable to Congress. But it also implies a 
decline in the defense spending rate of perhaps 10% 
over the next nine months. Moreover, new obliga- 
tional authority enacted has fallen well below the pro- 
jected spending rate for fiscal 1954, and the rate of 
obligation of defense funds has already fallen sharply 
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below levels of a year ago. Both these trends suggest 
that defense production will be falling much faster 
than defense deliveries—that is, inventories of defense 
goods producers will be draining off. 

While businessmen are already weighing tax re- 
duction in their private outlooks, they do not seem 
yet to be weighing a sharp drop in the going rate of 
output for government in the fiscal year 1954. They 
thereby escape running head-on into a latent funda- 
mental bearish element in the short-term outlook 
—the Administration’s avowed objective of approach- 
ing a balanced budget during the course of fiscal 1954, 
and achieving one in fiscal 1955 despite the prospec- 
tive loss of another $6 billion in federal revenue.t 
However the defense spending rate fares from here 
on, it is safe to say that the harsh realities of the 
budget issue are not yet fully reflected in business 
estimates of the future. 

If and when they are fully reflected, the result 
could be to add a substantial downward factor to 
their outlook. As of now, business is having its tax 
reduction and its defense production, too — or tax 
reduction and contracyclical spending, too. 


FAITH IN THE CONSUMER 


Over the past year businessmen have lost much of 
their sense of wonder at the size and digestive capacity 
of the United States consumer market. This is a 
noteworthy psychological change. If the Korean war 
had never happened, and volume had turned down in 
the last half of 1950, a lot of businessmen would have 
concluded that the great postwar consumer market 
was collapsing, and their reactions might have pre- 


tRepresenting the difference between the full-year effect and the 
fiscal 1954 effect of tax expirations during fiscal 1954. 
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The Factory Wage Bill: 
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cipitated something more than an inventory reces- 
sion. Now, even admitting that mid-1953 marks an 
end of a boom, faith in the general level of the con- 
sumer market makes it unnecessary for business to 
conclude that the whole postwar superstructure is 
due to subside toward depression. 

In this aspect of their optimism, perhaps more 
than in their faith in the efficacy of a relatively small 
personal tax reduction, businessmen may have hold 
of an important fact. If the last half of the year and 
the first half of 1954 turn out better than seemed at 
all likely a few months ago, it will certainly be the 
consumer market that should get most of the credit. 


CONSUMERS DOMINANT 


At mid-1953, the evidence in support of the conten- 
tion that consumers are regaining their normally 
dominant position in American business is almost 
humorously abundant. For the past six months, the 
personal sector has maintained a rate of real per 
capita consumption about equal to the short-lived, 
scare-buying wave of late 1950, and at the same time 
has maintained a saving rate roughly three times 
higher. In the first half of 1953, the purchasing power 
flowing into the personal sector was 10% greater 
than in pre-Korea months; on a per capita basis, it 
was 5% greater. 

Despite the increase in consumer goods prices, 
the total purchasing power of consumer liquid asset 
holdings (cash, government securities, shares in sav- 
ings and loan associations, time and demand bank 


Most of the Increase Is in Durables 
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accounts) is still slightly higher now than in 1950. 

Layoffs accompanying a declining defense effort 
and inventory adjustment in consumer durables 
would certainly exert a strong downward pull on 
consumer income, particularly since they would strike 
initially at the relatively well-paid durables factory 
workers (see charts), reversing the pronounced post- 
Korea drift of the labor force into higher-wage, hard- 
goods industries. 

Under conditions such as these, businessmen are 
keenly aware that by late in the year price com- 
petition could come to be more intense than at any 
time since before World War II, and that it could 
shift back strongly to the manufacturing level from 
the retail level, where it is now concentrated.1 In 
their battle against the price level, consumers have 
the advantage of a vast and still continuing expansion 
in the capacity of consumer industries. They also 
have the advantage of a year of heavy purchasing, 
which has left them better stocked with discretionary 
goods than ever before. 

But businessmen are also aware that consumers 
have been rising enthusiastically to the bait of lower 
prices. (Examples: price concessions in the automo- 
bile market have evidently been quite effective in 
sustaining unit volume; and as the retail price of beef 


1While there may no longer be much leeway for price competition 
leading to further reductions in distributive margins, pretax manu- 
facturing margins have recovered to very acceptable levels in the 
first half of 1953. Corporate tax reduction in 1954 would raise after- 
tax margins to a level that would compare favorably with many 
postwar years, and would be well above prewar experience. See chart, 
he Business Record, August, 1953, page 306. 
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fell in 1953, consumers raised their per capita con-| 


sumption by an astonishing 25%, to the highest level 
in a half century.) With the consumer market but- 
tressed as it is by liquid assets, and with tax reduc- 
tion assumed to be in the offing, consumer goods pro- 
ducers may see lower margins ahead, but it is under- 
standably hard for them to see their volume going 
very sour very fast. It is even harder when they ob- 
serve that, despite a serious decline in farm income, 
a steady trickle of modest wage and salary increases 
in nonagricultural employment has kept total per- 
sonal income rising throughout a six-month period of 
general employment stability. All things considered, 
they are now willing to bet on the consumer market 
to resist recession, where three years ago they might 
have bet on it to accelerate recession. 

These three props to business sentiment—prospec- 
tive tax reduction, expectations of no sharp drop in 
total government spending, and expectations of vig- 
orous consumer demand—probably account for the 
lack of any excitement on the part of business over 
its inventory position. As long as the props remain, 
a sudden and sharp reversal of inventory growth is 
less likely than a gradual tapering off. If and when 
the props fade, the complacency about inventory 
could disappear in a hurry. 


ALBERT T. SOMMERS 
Business Analyst 
Division of Business Economics 


BUSINESS FORECASTS 


Construction 


Department of Commerce (August 15) —“Expenditures 
for new construction this year are expected to reach $34 2/3 
billion, exceeding last year’s record by 6%, or $2 billion, 
according to revised outlook estimates prepared jointly by 
the Building Materials Division of the United States De- 
partment of Commerce and the United States Labor De- 
partment’s Bureau of Labor Statistics. This year’s dollar 
volume of new construction also will represent a new peak 
in work actually put in place, when adjustment is made for 
price changes. 

“The continuation of the steady postwar climb in con- 
struction activity into 1953 will result primarily from a sharp 
rise in commercial building, and substantial increases in ex- 
penditures for privately owned public utility construction, 
private housing, and schools and highway work. The only 
major types of construction for which expenditures are ex- 
pected to decline are private industrial construction and 
farm and hospital building.” 

The Journal of Commerce (August 3) —“The cement in- 
dustry is in the enviable position of still having ahead of 
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it the job of meeting substantial potential demand for new 
highways, schools and other public buildings. 

“Nearly all other industries—autos, appliances, steel, ma- 
chinery and others—have fairly well caught up with the 
shortages resulting from World War II and the Korean 
conflict. 


“But the cement industry feels it has, in effect, a sustain- 
ing backlog of demand to which it can turn should any lull 
develop in the current level of business. 


“It also believes that in any general recession, building 
projects would be used by the Administration to stimulate 
employment.” 


General 


Lloyd A. Mashburn, Undersecretary of Labor (at the 
annual convention of the Wisconsin State Federation of 
Labor, August 17)—“Our economy is in such good shape 
at the moment that some feel it is too good to be true. 
Despite the fact that all the statistics indicate a remarkable 
high level of economic activity, many persons are looking 
for a downturn. They are talking in terms of a short and 
fairly shallow readjustment such as occurred in 1949 rather 
than a depression. Nevertheless, however, there are no 
genuine signs of weakness to support such an economic 
forecast.” 


Paper Mill News (August 15)—“Now that the Korean 
truce is behind us, there is a growing realization that even 
the end of the war in Korea—if and when it comes in Novem- 
ber—will have little effect on the trend of business in this 
country. There is a growing feeling of confidence and op- 
timism which is reflected in the high level of expenditures 
for industrial plant and equipment. Moreover, the slight 
summer decline in production due to seasonal shutdowns 
for vacations and repairs as compared with last year is 
another evidence of the current strength of the economy.” 


Steel 


The Journal of Commerce (August 18)—“Normal com- 
petitive prewar buying patterns are rapidly returning in the 
steel market, according to a survey of consumers conducted 
by The Journal of Commerce. 

“Steel has virtually ceased to be a shortage item, except 
in a few products. Supplies are virtually in balance with the 
demand, except that consumers are still paying premium 
prices for the few products that are in relatively tight sup- 
ply, or are still footing the freight bill on shipments from 
distant steel plants. Purchasing agents, however, are rapidly 
revising their purchases to eliminate such premium prices 
and excessive freight costs.” 

Automotive News (August 3)—‘“For the first time dur- 
ing the postwar period, there is almost unanimous opinion 
in Detroit that most grades of steel will be easy to obtain 
during the final quarter of this year. Steel sources, it is 
true, have often predicted an easier market for steel. Up to 
now their market guesses mostly have been wrong.” 

The New York Times (August 10) —“The uneasy truce in 
Korea has had and will have no effect on steel mill activity. 
By far the greatest amount of order volume rests on civilian 
demand. It is still a good guess that less than 15% of steel 


(Continued on page 367) 


Steel Inventories Move Up 
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LOWED inventory accumulation is evidently 
the key to a marked softening in the steel mar- 
ket since midyear. Steel production, which had 

pressed capacity throughout most of the first half of 
1953, declined more than seasonally during July, and 
continued under 95% of beginning-of-year capacity 
into August. Apparently a year-long program of re- 
building steel inventories, which were sharply de- 
pleted during the 55-day steel strike of June and July, 
1952, has been completed. 


ASSEMBLY LINE WILL TELL 


Steel held in storage bins of metalworking con- 
sumers and warehouses totaled close to 13 million 
tons at the end of June, 1953, which is back to, or 
slightly above, the prestrike levels of early 1952. Dur- 
ing the repletion effort, 5 million tons, or 6.5% to 7% 
of new supply, were added to inventories. The rate 
of inventory accumulation may have amounted to 
close to 10% of production in the months immediately 
following the strike, declining to about 5% in the 
second quarter of this year. 

Steel consumption has apparently continued at the 
high (and growing) rate of recent quarters. But the 
outlook for the months immediately ahead is far from 
clear. Automotive firms have been chewing up steel 
at a 14-million-ton annual rate—the equivalent of 7 
million cars a year. Most observers look for a falling 
off of automobile assemblies later this year—with the 
rate expected to drop to anywhere from a 5-million 
annual rate on down. Since automotive firms account 
for such a large share of total steel use (16% in the 
second quarter of 1953), a decline in assemblies to 
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INVENTORY OF 
THE STEEL SITUATION 


even the 5-million rate could alone cause a decline of 
4% to 5% in total steel demand. A drop in assemblies 
at year-end to a 4-million annual rate could pare total 
demand by 7%. A cessation of inventory growth (or 
possibly, some inventory liquidation) and a decline 
in automobile production, by themselves, could easily 
push the steel ingot rate below 90% in the last 
months of this year. 

Strength in construction and oil and gas drilling 
could act as offsets to any decline in automobile pro- 
duction. But most steelmen now feel that total steel 
demand will not continue at current levels for the 
remainder of this year. Orders for fourth-quarter 
delivery started off strong, but have recently slowed. 
Requests for October delivery are heavy, but commit- 
ments, especially by automombile companies, for No- 
vember and December are being delayed. Most im- 
portant, cancellations are apparently increasing for 
tonnages already ordered. In any event, the ingot 
rate is in for a decline of 2 to 4 points at year end, 
when steel production is measured against the new 
capacity figure.t Annual capacity will then be up to 
perhaps 120 million to 123 million tons from a Jan- 
uary 1, 1953, figure of 117.5 million tons. 

The Office of Defense Mobilization expects some 
decline in fourth-quarter, 1953, military use from 
third-quarter levels (currently estimated at a little 
more than one tenth of total use). But steelmen point 
out that defense contractors are not expected to use 
all the steel alotted to them in the current quarter, 
and hence fourth-quarter military steel use may not 
decline from actual third-quarter levels. 


THE EVIDENCE TO DATE 


Whatever the future outlook, there is ample evi- 
dence that the steel market has been softening con- 
siderably since midyear and earlier. Conversion deals, 
prevalent earlier this year, are disappearing. Com- 
mitments made for third-quarter delivery are being 
fulfilled, but virtually none of this high-cost steel is 
scheduled for fourth-quarter delivery. 

Smaller high-cost mills are beginning to feel the 
pinch in demand. Some of their steel is going begging, 


1Production as a percentage of capacity is conventionally measured 
against the beginning-of-year capacity figure, despite increases in 
capacity during the year. 
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now that the larger mills have more open space on 
order books. 

Foreign steel is also less in demand, especially for 
cold rolled sheets—recently bought at premiums by 
automakers. 

Though steel companies’ order books are presum- 
ably filled for third-quarter delivery—and weekly 
production schedules are set close to capacity—actual 
production continues to lag. 

Production has not come up to weekly schedules 
since early May (see chart). Apparently cost-con- 
scious steelmen are not pressing their equipment to 
eke out that last ton of steel. At the height of post- 
Korea steel demand, equipment was driven to peak 
loads, with little regard to unit costs of production. 

Declining backlogs also underscore softening in steel 
demand. United States Steel, for example, reported 
unfilled orders late in July amounting to little more 
than 8 million tons, compared with 9.5 million tons 
at the beginning of the year. Unfilled orders for steel 
castings, forgings, and fabricated structural steel have 
also been declining (see chart). 


THE GAP NARROWS 


Steel demand has actually been moving toward bal- 
ance with supply since the beginning of 1952 and 
earlier. But until recent months the gap between 
supply and demand was so large that efforts to meas- 
ure it were academic. Carbon steel requirements of 
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steel.users (submitted to the National Production 
Authority) were 52% higher than supply during the 
first quarter of 1952. By the second quarter of 1953, 
requirements were only 27% above anticipated sup- 
ply. For alloy steel the supply-demand gap declined 
from 79% to 17%. 

This easing in the gap between supply and demand 
does not hold equally for all products. Demand for 
cold rolled sheets, heavy plate, large carbon bars, 
structurals, and seamless tubing continues strong. 
Merchant wire, alloy bars, galvanized sheet, tin plate, 
long ternes and some stainless products show signs 
of weakening. Delivery on almost all products, though, 
has improved. More than two fifths of metal users 
replying to a Steel magazine questionnaire reported 
being able to get alloy bars within thirty days of 
ordering during the second quarter of 1953. Only one 
fifth of the respondents reported under thirty-day 
delivery in the previous quarter. Delivery time on 
carbon bars, plate, tubing and stainless sheet has also 
improved. Slower deliveries were reported for sheets 
and structural shapes (in the former, because of in- 
creased automobile production; in the latter, because 
of seasonal demands). The failure of military con- 
tractors to pick up all the steel allotted to them has 
been important in easing the supply of some products, 
especially alloy steels. 

In line with the picture of slowed demand and 
speeded deliveries is that of growing inventories. Evi- 
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Checking the Figures 


Manufacturers’ steel consumption and inventories 
for 1951 and the first half of 1952 are those reported 
to the Office of Defense Mobilization by steel. users 
as information required for the Controlled Materials 
Plan. Consumption for later quarters was estimated 
from data on production, man hours, and shipments. 
Steel receipts of metals users were estimated from 
(1) mill shipments, as reported to the American Iron 
and Steel Institute; (2) foundry products (shipped, 
or produced and consumed in the same establishment) , 
as reported to the Bureau of the Census; and (3) 
imports of mill and foundry products, as compiled by 
the Department of Commerce. The changes in manu- 
facturers’ inventories during the last half of 1952 and 
the first half of 1953 were estimated from the apparent 
gap between steel receipts and consumption. Ware- 
house inventories were estimated from a sample of 
industrial warehouses which report to the American 
Steel Warehouse Association. 


dence based on matching shipments and consumption 
data indicates steel inventory accumulation some- 
where in the area of a million tons a quarter during 
the first half of 1953, with more than three fourths 
of the growth in metalworking establishments and 
the remainder in warehouses. 


WHAT'S IN GOOD SUPPLY 


Total inventories were estimated at over 13 mil- 
lion tons of mill and foundry products at midyear— 
nearly 11 million tons in manufacturing establish- 
ments and 2.5 million tons in warehouses. Inventories 
at construction sites, on farms, in railway yards, and 
in oil and gas fields are not included. Their total, 
however, is probably small. 

The line of products in good supply pretty much 
matches those with quick delivery dates—alloy. bars, 
wire and stainless sheet and strip. More than half of 
the respondents to the Steel questionnaire reported 
better than sixty-day supplies of hot rolled alloy bars, 
at the end of June, 1953, and a fourth of respondents 
reported better than ninety-day inventories of stain- 
less sheet. 

Inventories of carbon, sheet, tubing, structurals 
and some larger diameter carbon bars continue short. 
At midyear, three fourths of steel users reported less 
than a sixty-day supply of light flat-rolled carbon 
products and structurals, and four fifths of users had 
less than a sixty-day supply of tubing. Warehouses 
report a shortage of these products as well. 

The inventory position, nevertheless, has increased 
rapidly for all products. Automobile firms added con- 
siderably to their storage bins during the first six 
months of this year, despite production levels un- 
matched since late 1950 and early 1951. 

First-half assemblies of 3.3 million cars.and 600,000 


trucks imply steel consumption of between 6 mil- 
lion and 7 million tons. Steel shipments into car 
assembly plants, and to suppliers during this period 
was in excess of 7.5 million tons. Some of the ship- 
ments to suppliers possibly represented military work 
not picked up in the consumption estimates, but, in 
the main, the gap between shipments and consump- 
tion suggests fairly substantial inventory growth. ‘ 

Inventories in machinery and munitions factories 
have also risen significantly. Civilian machinery out- 
put declined in recent quarters—especially in the large 
farm machinery and equipment sector, but increased 
military work has more than taken up the slack. Re- 
ceipts of steel (6 million tons in the first half of 1953), 
however, were in excess of production needs. 

Tin-plate stocks at can producers have risen, but 
apparently not so much as in other sectors. However, 
in this stable industry small changes in inventories 
are significant. There are some indications that can 
producers consider stocks more than adequate. 

Among other consumers there appears little over-all 
inventory growth—though figures on shipments and 
consumption (see box) are necessarily approximate 
and small errors in estimates in either category would 
produce large relative changes in estimates of inven- 
tory growth. 

Warehouse inventories grew substantially during 
the first half of 1953, from about 2 million tons at the 
beginning of the year to 2.5 million tons at midyear. 
Trade estimates suggest some decline in July. 

The rapid rate of inventory accumulation in all 
positions since the steel strike of 1952, coupled with 
the evident slowing or stopping of additions since mid- 
year, suggests that supplies in the hands of consumers 
are close to balance. But inventories considered bal- 
anced under conditions of high consumption and slow 
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mill delivery could rapidly become excessive if con- 
sumption should turn down or mill delivery schedules 
speed up. If a metal fabricator is reasonably sure he 
can get quick delivery from a mill or warehouse on a 
certain steel item he is not likely to tie up capital to 
finance large holdings of the item himself. 

There are reports that some metal users are selling 
steel out of their inventories. But apparently much 
of the metal is off-grade material and odds and ends— 
steel which was better than nothing in periods of ex- 
treme tightness in the steel market, but which is 
now disposable. 

If inventory liquidation were to occur in the near 
future, it would probably not be so important a 
factor in the steel market as accumulation has been 
during the past year, when inventories had to be 
rapidly rebuilt after the near-crippling steel strike. 
Nevertheless, a quarterly decline of 2% in total in- 
ventory holdings is now equivalent to 1% of total 
steel production. 

The major threat to continued high steel produc- 
tion is a possible decline in steel consumption. Use 
during April-June, 1953, was. somewhat in excess of 
21 million tons, up slightly from the first. quarter. 
The decline in steel shipments during the current 
quarter may be offset by slowed inventory accumula- 
tion, leaving consumption pretty much unchanged 
from second-quarter levels. 

More than half of steel use is accounted for by 
automotive, construction, machinery and the oil and 
gas industries (see chart) . Containers, appliances, and 
railroad use account for another fifth. Since together 
these industries account for three fourths of steel use, 
the outlook for the metal is closely tied to the require- 
ments of these seven industries. 


The Ease in the Ingot Rate 
Weekly steel production as a % of 1/1/53 capacity 
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Even the most optimistic forecasts of automobile 
production during the last months of 1953 call for a 
decline from current levels. July passenger car pro- 
duction was above a 7-million annual rate, which if 
continued through the remainder of the year would 
mean a 1953 assembly rate well in excess of 6.5 million. 
Demand estimates generally set 6 million units as the 
upper limit, but lean closer to 5.5 million cars as the 
industry’s 1953 sales figures.1 Climbing dealer inven- 
tories, spreading discounts, the recent destruction of 
a key transmission plant, and model change-overs 
later in the year suggest difficulty in maintaining the 
current rate of automotive production. 

Farm machinery producers, the largest steel users 
in the machinery group, are cutting production sched- 
ules for the remainder of the year as demand from 
farmers has softened. Unfilled orders in the ma- 
chinery group have declined, and production of other 
types of machinery could, fall off later this year. Ord- 
nance production in munitions and machinery plants 
is expected to hold up for the remainder of the year. 


STEEL IN CONSTRUCTION 


A forecast on construction for the second half of 
1953 by the Department of Commerce, based on con- 
tract awards and permits, points to considerable 
strength in certain key steel-using areas, especially in 
commercial construction and highway building. How- 
ever, the important fabricated structural steel back- 
log has been declining and contracts closed in June 
and July were down significantly from past months. 

Since steel used in all types of construction and 
construction materials amounts to about a fifth of 
all steel use, even a relatively small rise in construc- 
tion during the last half of 1953 could contribute con- 
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siderable strength to the steel market. Oil drilling is 
scheduled at higher rates during the last half of this 
year, which could account for additional tonnages of 
oil country goods. 

Tin plate consumption by can makers is tied to 
harvest times and is hence highly seasonal—at its 
peak in the second and third quarters of the year, 
declining in the fourth quarter. If tin-plate consump- 
tion follows its usual pattern, demand from this area 


is not likely to bolster the steel market in the last 
months of the year. . 
Steel use in the railroad and appliance industries 
does not seem to show any firm guideposts for the last 
half, although surveys of appliance makers have 
turned up some intentions to reduce finished goods 
stocks. 
ALAN GREENSPAN 
Division of Business Economics 


FINANCIAL NOTES AND FOOTNOTES 


IT WAS CLEAR from the first that the change which 
took place in the tone of the money market following 
reduction in the reserve requirements of member 
banks late in June was a consequence not only of the 
easing of the immediate situation but also of a gen- 
eral conclusion that the action then taken by the 
Reserve authorities implied assurance that no really 
troublesome tightness would be permitted to develop 
during the second half of the year. 


THE CONTINUED FIRMNESS in the bond mar- 
ket in the face of the obvious fact that these steps by 
the authorities had served only to prevent a really 
tight state of affairs from arising when the Treasury 
came into the market at midsummer for funds to 
meet its cash needs affords further evidence of this 
fact. 


THE CIRCUMSTANCE that no one appears par- 
ticularly disturbed now that excess reserves have 
trended back to about where they were three or four 
months ago and that to prevent their virtual disap- 
pearance member banks have been obliged again to 
become heavily indebted to the Reserve banks carries 
about the same implication. 


In any event, all signs now point to the conclusion that 
in the early future the Reserve authorities will again be 
faced with a situation not basically different from that by 
which they were confronted at about midyear. And stu- 
dents of what the Board of Governors of the Federal 
Reserve System had to say at that time think they 
discern in official utterances at least a broad hint 
that corresponding action may be expected when this 
situation arises. 

On June 24, in announcing reduction in reserve re- 
quirements, the Board of Governors said: 


“This step was taken in pursuance of Federal Reserve 
policy, designed to make available the reserve funds 
necessary to meet the essential needs of the economy and 


to help maintain stability of the dollar. The reduction, 
releasing an estimated $1,156,000,000 of reserves, was 
made in anticipation of the exceptionally heavy demands 
on bank reserve which will develop in the near future 
when seasonal requirements of the economy will expand 
and Treasury financing in large volume is inescapable. 
The action is intended to provide assurance that these 
needs will be met without undue strain on the economy 
and is in conformity with System policy of contributing 
to the objective of sustaining economic equilibrium at 
high levels of production and employment.” 


Returning to the subject in the Federal Reserve 
Bulletin for July, appearing several weeks later, the 
Reserve authorities had this to say: 


“The reduction in reserve requirements was preceded 
and accompanied by open market purchases of Treasury 
bills by the Federal Reserve, totaling more than one 
billion dollars. The combined effect of these operations 
was to supply more than two billion dollars of reserves to 
banks in the two-month period beginning in early May. 

“At that time there were indications that Federal 
Reserve monetary measures were beginning to have a 
more restrictive effect than was appropriate for carrying 
out the general objectives of economic stability.” 


At a later point in this same analysis of the situ- 
ation, the Bulletin explains that these actions were 
taken “in order to prevent an undue tightening of 
bank reserve positions and of the credit market from 
developing as a result of seasonally expanding de- 
mands for credit, a massive drain on bank reserves 
in late June and early July, and the immediate need 
of the Treasury for substantial financing.” 

It is now clear enough that “an undue tightening of 
bank reserve positions and of the credit market” in 
late June and in July has been prevented. It is like- 
wise evident from the record that the threat of such 
a tightening at that time stemmed from prospective 
Treasury operations, and not from expanding business 
demands for loans. This latter factor will presum- 
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ably make itself felt in the course of time. It had, 
however, not done so by early August—and the ease 
provided by open market operations and reduction in 
reserve requirements has now disappeared. 


Here are the facts. Total loans of weekly report- 
ing member banks stood at $39.5 billion on December 
24 last. By June 24, they had risen to $40.1 billion. 
On August 5, they were reported at $40.4 billion. 
Commercial, industrial and agricultural loans declined 
in the first half and have recently remained about 
constant. On December 24, they amounted to $23.3 
billion; on June 24, to $22.8 billion; and on August 5, 
to $22.8 billion. “Other loans,” including consumer 
loans about which the authorities have been complain- 
ing for a good while past, and real estate loans in a 
relatively minor degree continued to rise during the 
first half and in the month or two since. 


If the seasonal enlargement of loans is as large this 
year as last, the weekly reporting member banks will 
have to find some $3.7 billion additional funds for their 
clients by the end of the year. Unless there is to be a 
corresponding decline in holdings of governments, 
then larger reserves will have to be found somewhere 
in the months ahead. Where? Well, the Reserve 
Bulletin, as indicated in these columns last month, 


PRICE INDEX AT 


NEW PEAK, only 0.1% higher than that estab- 

lished in August, 1952, brought the Board’s index 
of consumer prices to 181.0 (January, 1939=100) in 
July of this year. This is .3% above the 180.4 of July, 
1952, and .7% higher than the 179.7 of July this year. 
Purchasing value reached a new low of 55.2 cents of 
the January, 1939, dollar. 

The July food index at 231.0 was 1% above the 
June figure, and was partly responsible for the in- 
crease in the all-items index. It is still 0.9% under the 
December, 1952, index of 233.2 and 3.7% below last 
July. 

Prices of beef products gained slightly over June, 
and pork and pork products increased seasonally. 
Chickens were more expensive, but lamb and veal 
lower than in June. 

Prices were slightly higher for bread, milk, mar- 
garine, and eggs. This seasonal increase in egg prices 
was, however, not so great as last year when extreme- 
ly warm weather in June caused a marked decrease 
in production. Department of Agriculture data indi- 
cate that egg prices for the remainder of the year will 
continue close to year-ago levels. 

Flour, evaporated milk, and cheese prices were low- 
er over the month. In the vegetable and fruit group, 
apples and lettuce were up in price, and cabbage and 
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expressed the view that “reserve funds by open mar- 
ket operations in May and June, together with those 
freed by the reduction in reserve requirements, are 
part of what will be needed to meet the usual seasonal 
demands for reserves in the last half of the year”— 
and this despite the fact that they have already been 
used up in Treasury financing. The process by which 
these funds may presently return to help finance 
business operations during the remainder of this year 
is complicated, and explanation of it is quite technical. 
Suffice it to say here that without much question some 
of those funds will serve these needs. 


It must be added at once, however, that, even as 
the Reserve authorities evidently foresee, reserve 
funds will not return in sufficient volume to serve 
the purpose without further contributions by the 
Reserve banks. It is this fact, well known to the 
Street, and the circumstance that there is no evident 
uneasiness in the money market, that lead almost in- 
evitably to the conclusion that financial leaders are 
confident of further “help” from the Reserve when the 
need arises. 


Freperick W. JONES 


Division of Business Economics 


YEAR-AGO PEAK 


green beans down. Coffee prices also increased slightly. 

Fuel prices rose .7% over the June figure and are 
now 2.8% higher than they were in July last year. 
The electricity subgroup rose 2.2% over the year; and 
gas, 8%. 

Clothing prices remained virtually unchanged from 
the June figure, declining only .2%. Women’s clothing 
showed no change, while men’s clothing declined 3%. 

Housefurnishings also showed practically no change, 
with an increase of only 0.1%. The housing and sun- 
dries indexes moved higher over the month, showing 
gains of .5% and .6%, respectively. The increase in 
the housing index resulted from rental changes in 
Birmingham and Chicago. The sundries index moved 
upward, with imcreases in gasoline, medical care, and 
motion pictures. 

Individual city indexes showed the following 
changes from June to July, 1953 — Birmingham: 
+ .7%; Boston: + .2%; Chicago: + 1.5%; Denver: 
+ 1.0%; Detroit: no change; Indianapolis: no 
change; Los Angeles: + 1.4%; New Orleans: + 0.9%; 
New York: + 0.2%; and Philadelphia: + 1.2%. 

Food prices rose in Birmingham, Chicago, Los 
Angeles, New Orleans, New York, and Philadelphia; 
were unchanged in Boston and Denver; and fell in 
Detroit and Indianapolis. — 
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Consumers’ Price Index for Ten United States Cities, and Purchasing Value of Dollar 
Index Numbers, January, 1939=100 
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Percentage Changes in Ten-City Index Contrary to the monthly changes reported, the food 
index declined the most over the year, falling 3.7% 
since July, 1952. The housefurnishings group declined 
1.2%, while the clothing index remained relatively 
unchanged. Of the indexes showing an increase over 
the year, housing costs rose 6.8%, sundries 4% and 
fuel 2.8%. 

Since the outbreak of hostilities in Korea in June, 
1950, there has been a continuing rise in the all-items 
index. The first indexes responding to price increases 
after that date were clothing and housefurnishings. 
Housefurnishings prices rose more abruptly than 
clothing and reached a peak in July, 1951; the cloth- 
ing index hit its high point in September-October, 
1951. Thereafter both components showed a contin- 
uous decline and finally reached a plateau in May, 
1952. 

The food index followed a more erratic path. Ris- 
ing relatively steadily from November, 1950, to Au- 
gust, 1952 (except for two breaks in March, 1951, 
and February, 1952), it reached its peak in August 
of last year. 

The housing and sundries components gradually 
increased from July, 1950, to date. The movement 
of these two components (see accompanying bar 
chart) has been the sustaining factor in the rise of 
the all-items index. From July, 1950, to July, 1951, 
the greatest rise occurred in the food index, with sub- 

-3.7 stantial increases of 3% and 4% in housing and sun- 

Saincete' The "Conference Board dries. For the next yearly period, however, the in- 
crease in the sundries index matched that of food. In 

Clothing and housefurnishings remained virtually the year from July, 1952, to July, 1953, the greatest 
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unchanged in all cities, except Indianapolis and Phil- increases occurred in housing and sundries, and food 
adelphia, where slight declines for apparel were re- prices declined. 

ported, and Indianapolis, where there was an increase Outve E. VaucHan 
of 1.1% in housefurnishings items. Statistical Division 
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Finance and Government— 


Instalment debt continues to climb 
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Billions of dollars outstanding, end of month 


SELECTED BUSINESS 


Item Unit 
Production and Business Activity— 

Industrial production, total (S) 1935-39 = 100 
Durable goods (S)................000000: 1935-39 = 100 
Nondurable goods (S)................... 1935-39 = 100 
VET eTAISHGS eee <<, ct ore che bo aysiees ce ce 1935-39 = 100 

Consumer durables (S)!................... 1947-49 = 100 

Machine tools? 2 fecicc oe a ce bs cccodie espa 1945-47 = 100 

Construction contracts awarded, residential 4] million dollars 

Construction contracts awarded, other*®..... mnillion dollars 

PVecall sales; (S). aeaeeyea nel. sues < och million dollars 

Retail inventories (S).................... mnillion dollars 

Department store sales (S)................ 1947-49 = 100 

Department store inventories (S)*.......... 1947-49 = 100 


million dollars 
million dollars 
mnillion dollars 
million dollars 
thousand cars 
thousand cars 


Manufacturing sales (S)................... 
Manufacturing inventories (S)4............ 
Manufacturing new orders (S)............. 
Manufacturing unfilled orders‘............. 
Carloadings, totale. 5. ose ct Serene cs 
Carloadings, miscellaneous®................ 


Prices, Wages, Employment— 


Basic commodity prices®.................. 1947-49 = 100 
Wholesale commodity prices, all........... 1947-49 = 100 
DEST Dy » c ngiges a OOS IGE GOERS CE SS 1947-49 =100 
inidiistrigl se cto tee bee ae cee miwisteun.e 1947-49 = 100 
Consumers’ price index................... 1947-49 = 100 
Farm parity price ratio................... 1910-14 =100 
Non-agricultural employment.............. thousands 
Unemployment: 1922... . Hass oe cdc ee thousands 
Factory employment (R)............ io oe thousands 
Average weekly hours worked, manuf’ing (R)| number 


Average hourly earnings, manufacturing (f).|} dollars 
Personal income (S)7............-.000 eee: billion dollars 


million dollars 
million dollars 
million dollars 
billion dollars 
mnillion dollars 
million dollars 
million dollars 
million dollars 


Bank debits, outside New York City (R)®... 
Business loans (R)*®.............--- ob ee 
Consumer instalment credit outstanding (R) 
Privately held money supply!.............. 
Federal budget receipts................4.: 
Federal budget expenditures............... 
Defense expenditures................+. caer 
Federal budget surplus or deficit, cumulative! 


D 


S Adjusted for seasonal variation TAnnual rate 

1Qutput of major consumer durables 8338 centers 

2Shipments 9Average of Wednesday figures _ 

387 eastern states 10From July 1 to end of month indicated 
¢End of month aJune, 1952. 

SAverage wee! n.a.Not available 

6 Average of 22 daily spot market prices pPreliminary 


- - - noninstalment debt moves downward 


-— 


a ON deatatahtal ee e err ee 


1951 


ee Oe ee MARAT EM id 2 @ Aw aSar0 


Source: 


INDICATORS 


N 


D 


Federal Reserve 


1958 1952 Percentage Change 
Latest Month | Latest Month 
Julyp June May July over over 

Month Ago Year Ago 

233 Ir 240 240 193 —2.9 +20.7 
Leer 320 321 230 =2.5 +35.7 
192 |r 198 199 179 -3.0 +7.3 
165 |r 169 166 139 —2.4 +18.7 
144 |r 143 144 71 +0.7 +102.8 
267.7 |r 842.2 |r 356.0 259.7 —21.8 +3.1 
653 463 638 608 +41.0 +7.4 
1,153 652 968 903 +76.8 +27.7 
14,370 |r 14,460 |r 14,436 13,667 -0.6 +5.1 
n.a. 21,655 |r 21,543 20,1254) +0.5 +7.6 
Salen 115 |r 117 107 -2.6 +4.7 
130 128 |r 127 119 +1.6 +9.2 
26,721 26,172 |r 26,227 91,858 +2.1 +22 .2 
45,670 45,525 |r 44,970 42,748 +0.3 +6.8 
25,168 25,553 |r 25,306 23,434 =1.5 +7.4 
70,476 70,848 |r 71,227 74,985 -0.5 —6.0 
760 791 776 596 —3.9 +27.5 
365 383 384 300 4.7 +21.7 
87.9 87.2 88.1 96.5 +0.8 -8.9 
310.9 |r 109.5 109.8 111.8 +1.3 —0.8 
97.9 Ir 95.4 97.8 110.2 +2.6 =11 2 
114.8 |r 113.9 113.6 YI2.5 +0.8 +2.0 
114.7 114.5 114.0 114.1 +0.2 +0.5 
93 94 94 103 =i. I) =) of 
55,492 55,246 55,268 54,636 +0.4 +1.6 
1,548 1,562 1,306 1,942 —0.9 —20.3 
13,731 |r 13,788 |r 13,717 12,229 —0.4 +12.3 
40.4 40.7 40.7 39.9 =0R7 +1.3 
OY (fool bi 2 1.76 1.76 1.64 +0.6 +7.9 
288.1 286.3 |r 284.7 266.3 +0.6 +8.2 
63,653 63,675 59,637 57,379 i] +10.9 
22,628 22,801 23,006 20,770 -0.8 +8.9 
20,854 20,489 |r 20,078 16,465 +1.8 +26.7 
193.0 192.4 192.1 185.8 +0.3 +3.9 
3,308 9,'744 4,380 3,316 -66.1 —One 
6,068 7,988 6,241 6,742 —24.0 -10.0 
4,511 4,587 4,215 4,359 aa Laie +3.5 
—2,759 —9,389 -11,145 3426 lle ews ccere | En oa cue 


*Less than 0.05 per cent 


REmployment, hours, and earnings series have been adjusted to Ist quarter 
1951 bench-mark levels. Bank debits coverage has been expanded and debits to U. S. 


government accounts and to time deposit accounts have 


been eliminated. Business 


loans coverage has been expanded. Consumer credit data have been expanded and 


revised. All series are not comparable to earlier data shown. 


Sources: Association of American Railroads; Bureau of Agricultural Economics; Bureau of Labor Statistics; Department of Commerce; F. W. Dodge Corp.; Federal Reserve ; 
National Machine Tool Builders Association; Treasury Department; Tae ConreRENce Boarp 
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BUSINESS PATTERNS 


Surprising and seemingly erratic as they unfolded, 
changes in the trend and character of American business 
during the three years of the Korean war form, in retro- 
spect, a strangely complete pattern. 

The war began at a time when business was still moving 
upward from the trough produced by the 1949 recession 
and steel strike, and when doubts about the likelihood 
of a further rise had already begun to appear. The war 
ended at a time when business, having been driven sharply 
upward by the demands of defense and a widening bud- 
get deficit, had struck a new balance that incorporated 
the Korean war as a basic business condition. 

Developments during the three years of "police action" 
can be divided into three phases: 


“An anticipatory boom in prices and output that 
lasted until March, 1951. The boom was centered in 
consumers’ goods markets, and was temporarily sustained 
by consumer buying waves in the fall of 1950 and in 
early 1951. The boom got very little help from defense 
expenditures, which did not begin to rise until the close 
of this period, and by early 1951 inventory was accumu- 
lating at an extraordinary rate. 


“A period of relative stability beginning in March, 


The Basic Indicators 


OF KOREAN PERIOD 


1951, and terminating with the steel strike of midyear 
1952. Underneath this so-called “lull in inflation," the 
defense effort grew to near-maturity. But its impact was 
temporarily offset by a steady subsiding of activity in 
civilian industries, where inventories were draining off and 
trade continued sluggish. 


4A period of sharp advance in virtually all general 
business measures, beginning with the end of the steel 
strike and running to the truce at mid-1953. The rapid 


rise reflected a combination of the last stages of growth 
in the defense effort and a pronounced cyclical recovery 
in consumer industries after over a year of inventory re- 
cession. In its early stages, it also retlected a catching up 
of durables production lost during the steel stirke. As 
this latter impetus waned, the rate of advance of the 
boom gradually decelerated. By the end of the first 
quarter of 1953 the consumer goods boom had similarly 
lost its momentum, and the rise in most economic indi- 
cators drifted to a halt. When the Korean truce was 
signed, three years and one month after the war's be- 
ginning, defense activity, too, appeared to have reached 
a peak, and the short-term business outlook had been 
restored to the uncertainties of the general business cycle. 


The Federal Budget 
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... THREE YEARS OF QUARTER WAR 


Price changes in the first two phases of the Korean war 
make a clear enough pattern. The first saw a sharp specu- 
lative boom, with raw materials prices advancing ae 
than the general wholesale price level, and much faster 
than the cost of living. In the second phase, speculative 
excesses in raw materials were washed out, while slower 
declines in the wholesale price level and a small rise in 
the cost of living began to restore balance in the price 


structure. The same working toward a balance appears 
in the third period, but the pattern was somewhat dis- 
torted by a pronounced further decline in farm prices, 
reflecting factors that may in part antedate the Korean 
war. As the truce was signed, the three price levels— 
raw materials, wholesale and retail—were moving only 
narrowly, and relationships among the price levels were 
back roughly to their pre-Korea balance. 


The Price Level: Distortion, Then a Return to Balance 
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Basic Demands .. . 
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3/51 - 6/52 


6/52- 6/53 


and How They Changed 
BILLIONS 


OF DOLLARS 
15 


QUARTERLY CHANGE 
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e — EXPENDITURES 
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Department of Commerce; Federal Reserve; Treasury Department; Bureau of Labor Statistics; The Conference Board 
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Graphics of the Farm Situation 
300 


INDEX NUMBERS, 
1935 -’39 = 100 
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Realized net income of farm operators Prices paid by farmers for family living items 


BILLIONS OF 1935-39 
DOLLARS 


IN MILLIONS 


aj CO so 


Smee 
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4 
1935 1940 1945 1950 1955 1935 1940 1945 1950 1955 


Realized net income of farm operators in terms of pur- Number of farm operators 
chasing power 


1,500 Realized net income of farm operators has 
1935-39 DOLLARS fallen from its 1947 peak, but it is still significantly 
above the postwar low of 1950. But farmers’ 
cost of living has risen since 1947, so their pur- 
chasing power has declined more pronouncedly. 
In terms of constant dollars, realized net income 
to farm operators this year (judging from the 
performance of the first half) may fall slightly 
below the 1950 postwar low to the lowest level 
since 1941. However, it is still about one third 
above the 1935-1939 average. Since the number 
of farms has declined about 10% since 1947, 
realized net income per farm operator, both in 
current dollars and in real terms, has dropped less 


1,250 


1,000 


750 


500 sharply than the totals. 
1935 1940 1945 1950 1955 pied Fad be, for 1953 estimated on the basis of first six 
H F . months’ data. 
Realized net income per farm operator in terms of pur- Sources: Department of Agriculture; The Conference Board 
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Comparative Balance Sheet of Agriculture, as of January 1, for Selected Years? 
Billions of Dollars 


Item 
ASSETS 
Physical assets: 
Realfestatempen: ote: meek Ge. cah..oe tenes ieee cht eee heist s 
Nonrealestate: 
Livestock 


Machinery and motor vehieles 
Gropsystoned ontand:off-farms?), (5.00 .75sdionslanee sidseiwes teGloh gas 
Household furnishings and equipment? 


Financial assets: 
Mepositsandicurreney.ne nas cis. aisioisin 2c = esses sccusisysre oe bs) cue focus quoiele vs 
United States Savings Bonds 
Investments in cooperatives 


Ce rr 


Liabilities: 
Hrealestaterdebtecsey seen. soe ee fete ceed beacee tere ec eceets 
Nonreal-estate debt: 

To principal institutions: 
Excluding loans held and guaranteed by Commodity Credit 
(CONSORT DONaun'hs 24 GR oe ee OS Beate renee 
Loans held and guaranteed by CCC 
To others?! 


_ 1The margin of error of the estimates varies with the items. Net change as shown 
in last two columns computed from unrounded data. 


Includes all crops held on farms for whateyer purpose and crops held in bonded 


warehouses as ie tev for Commodity Credit Corporation loans. The latter on 
January 1, 1953, totaled $705 million. 


1940 


1947 1950 1952 1953 Net % Change 


1940-53 1952-53 
33.6 69.6 75.3 93.7 92.3 174 -l 
5.1 11.9 12.9 19.6 14.9 89 —24 
eal 6.6 13.0 16.1 17.2 451 7 
2.6 ioe 7.6 8.8 9.1 Q42 3 
4.3 5.3 Y fee 9.3 10.0p 134 8 
3.9 14.4 13.3 13.8 14.2 264 3 
to 4.1 4.8 4.9 5.0 1,567 Q 
8 1.5 2.1 2.5 2%p| 931 9 
53.7 120.5 136.7 168.7 165.4p 207 —-2 
6.6 4.9 5.6 6.6 Fed 8 8 
1.5 2.0 2.8 4.1 4.2 181 4 
4 aul 17 .6 1.2 164 103 
1.5 1.5 Q.4 3.2 3.4 127 6 
10.0 8.5 12.5 14.5 15.9 59 10 
43.7 112.0 124.2 154.2 149 .5p Q41 -3 
53.7 120.5 136.7 168.7 165.4p | 207 -2 


3Estimated valuation for 1940, plus purchases minus depreciation since then. 


4Includes individuals, merchants, dealers, and others. Estimates based on 
fragmentary data. 


pPreliminary. Source: Department of Agriculture 


HOW THE FARMER IS FARING 


EAKNESS in the past two years in the price 
Ww: several major farm commodities—wheat, cot- 
ton, and livestock, among others—coupled with record 
production costs'—has been altering the income posi- 
tion of the farmer. 

How seriously has this change in income position 
affected his general financial condition? An examina- 
tion of farm income, assets, and debts reveals some 
significant changes in the agricultural balance sheet 
but no really acute and present danger to the farm 
community as a whole. 

Farm operators’ net realized income rose steadily 
between the late Thirties and 1947, when it reached a 
peak of $16.8 billion. By 1950 it had fallen some 25% 
from the 1947 record, to a postwar low of $12.3 bil- 
lion. In 1951 it rose to $14.3 billion, recouping about 
half of the 1947-1950 drop, and remained at that level 
last year. Preliminary indications for 1953 seem to 
point to another downturn of nearly 10%, bringing it 


1Prices received by farmers during the first seven months of this 
year have fallen almost 10% from the comparable period in 1952 
and 15% from 1951, while farmers’ production expenses over the same 
periods are down about 4% and 1%, respectively. 
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to about 20% below the 1947 peak. It should be 
noted, however, that the number of farms has shrunk 
almost 10% since 1947, and realized net income per 
farm has dropped less sharply—about 15%. 

In contrast to the decline in farm operators’ income 
last year, total wages to hired labor! rose slightly, 
to $2,940 million compared with $2,918 million in 
1951 and $2,819 million in 1947. Higher wage rates 
were chiefly responsible. Annual wages per hired 
worker! rose from about $1,312 in 1951 to $1,359 last 
vear—about 15% above the average wage in 1947. 

Farmers’ assets as of January 1, 1953, were off 2% 
from the previous year, when they reached a record 
level of $168.7 billion. This marks the second time in 
the past decade and a half that the assets of agricul- 
ture, measured in current prices, registered a decline. 
(The other time was during 1949, when prices of ag- 
ricultural commodities were dropping quite sharply.) 

A 25% shrinkage in livestock value was the major 
reason for the drop in farm assets last year. The value 
of farm real estate also dipped, but only slightly— 


1Total wages plus value of perquisites. 
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about 1%. This decline had been preceded by rather 
steady and substantial gains in the two years imme- 
diately following the outbreak of war in Korea. In 
the beginning of 1953, farm real estate values were 
still far above their levels of 1947, when farm income 
was at its peak. 

In January, 1953, all farm assets other than live- 
stock and real estate showed gains ranging from 2% 
to 9% from 1952. (See table.) 

Although the total dollar value of assets slipped 
slightly during 1952, in physical terms assets probably 
rose a few percentage points. In fact, although the 
contraction in farm assets during 1952 was centered 
in livestock, the number of livestock actually in- 
creased. 

Similarly, the quantity of crops stored on and off 
farms rose more than their monetary value. Even 
farm real estate probably showed some gain in real 
terms, owing to improvements. (Total farm acreage 
was virtually unchanged.) When deflated for price 
changes, farmers’ physical assets as of the beginning 
of 1953 were at an all-time peak. Their financial as- 
sets (see table) were also at a record level. 


How Farm Net Income Was Distributed 


BILLIONS OF DOLLARS 


NET INCOME 
OF FARM 
OPERATORS 


INTEREST ® 
NET RENT & 
GOVT. PAYMENTS* 


WAGES TO 
HIRED LABOR® 


1940 1945 1946 1950 1951 1952 


* Cash and perquisites 


“ To landlords not living on farms (after subtraction of taxes, 
mortgage interest, and other expenses paid by such 
landlords) 


© To holders of farm mortgages 
Source: Department of Agriculture 


While total farm debt rose to a new high in Janu- 
ary, 1953, its relationship to total assets continues to 
be relatively low. As a percentage of total assets, 
total farm liabilities decreased steadily, from 18.6% at 
the beginning of 1940 to 7.1% in 1947. They rose to 
9.1% in 1950, and then fell to about 8.6% at the be- 
ginning of 1952. Although debt increased to 9.6% of 
assets by the beginning of this year, the relation- 
ship is still substantially better than it was in the late 
prewar or war years. 

The combination of a drop in assets and a rise in 
debt during 1952 resulted in a 3% fall in farm pro- 
prietors’ equities (the difference between assets and 
liabilities). But the drop is small viewed against a 
postwar comparison of farm equities. Although total 
assets have tripled since prewar, total liabilities have 


(Continued on page 372) 


Production Costs Bite Deeper into Gross Farm 
Income 


40 


BILLIONS OF DOLLARS 


GROSS 
FARM INCOME 


30 


940 1945 1946 1950 1951 1952 


“ Other than wages, rent, and interest on mortgages 
Source: Department of Agriculture 
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Executives report: 


“INDUSTRY COMBATING BUYER RESISTANCE” 


HERE is more buyer resistance today than 

there has been for many years, according to the 

155 manufacturing companies cooperating in 
this month’s survey of business practices. Only fifteen 
of these companies are not faced with any important 
sales problem in the coming year. For the other com- 
panies cooperating in the Board’s survey increased 
competition is forcing attention to be focused on such 
measures as: 


¢ Accelerated recruiting and training of salesmen; 

eInculcation of an aggressive attitude in the 
sales force; 

¢ Development of new products and new markets 
for existing products; 

e Reduction of production and distribution costs; 

e Improved delivery and service; 

e Revamped distribution systems; 

e More intensive market coverage; 

e Dealer education; 

e Better finished goods stocks. 


Advertising expenditures of half the cooperating 
companies will be higher in 1953 than they were a 
year ago, and in most other companies expenditures 
will be about the same. About 70% of the cooperating 
companies expect 1954 advertising budgets to equal 
1953 expenditures. Over-all sales expenses, as a per- 
centage of sales, are the same or higher in 75% of 
the companies than they were last year, and half the 
companies expect to increase their expenditures in 
1954, partly as a result of their intensified sales efforts 
and partly because of rising costs. 


THE BUYER'S MARKET 


Not only is there more competition for the con- 
sumer’s dollar, according to cooperating companies, 
but competitive pricing is becoming prevalent. 

' Typically, a manufacturer of industrial machinery 
states: 

“The most important sales problem facing our company 
today is meeting competition from smaller companies with 
lower manufacturing and distributing costs that result 
in considerably lower prices for similar products than we 
can offer.” 


Similarly, another manufacturer reports that his 
profit margins have been squeezed “to a point below 
that which we consider to be reasonable.” 

While most price complaints are directed at domes- 
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tic producers, a few cooperators attributed their plight 
to imports from abroad, and there is some feeling that 
the products of these industries are not adequately 
protected by tarifis. 

The loss of defense business has freed productive 
capacity in some industries and has greatly intensified 
the search for consumer markets..: 

In the face of adequate supplies, customers are be- 
coming more selective and are offering more resis- 
tance. Customers are not only price conscious, but 
are demanding better service and better delivery. 


A BETTER SALES FORCE 


To meet the challenge of this emerging market, a 
substantial portion of the companies cooperating in 
this month’s survey are intensifying their efforts to 
recruit competent salesmen and to train existing 
salesmen on how to do a better job. A manufacturer 
of electrical machinery writes: 


“We realize that we have many men in our sales or- 
ganization, some in supervisory capacities, who have ac- 
tually never sold material in a competitive market.” 


Thus the development of an aggressive sales atti- 
tude is one of the most important objectives of many 
cooperating companies. A manufacturer of industrial 
machinery comments: 


“Our objective is to build a sales force which is once 
again aggressively sales minded, and to throw off the 
lethargy of the past fifteen years of order taking.” 


Another manufacturer in the same field expresses 
it this way: “We must restore the sales practices 
which have been held in abeyance for one reason or 
another since 1940.” 

Sales recruiting and training efforts are not being 
restricted to the field salesmen, but, in some instances 
are being extended to sales management teams as well. 

A third of the reporting companies will put more 
salesmen in the field. With few exceptions, producers 
of automotive equipment, electrical machinery, foun- 
dry, and steel are planning such additions. 

Of the few companies who report the extent of the 
change, a food executive and a machine-tool execu- 
tive state that their forces would be enlarged by 50%. 
Other percentages run in the neighborhood of 20%. 
In two instances companies state that new personnel 
would be used solely on new products. ; 

Companies, however, are experiencing difficulty in 


Table 1: Changes in the Sales Force 
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recruiting salesmen and report that good men are 
scarce. An instrument and controls manufacturer 
writes: 


“More and more we are finding young men unwilling to 
accept the rigors of traveling. So long as other jobs are 
easy to get, why bother to be a traveling salesman with 
its attendant inconveniences and long absences from 
home?” 


To increase sales effectiveness sales-mindedness is 
being projected beyond the sales department to other 
elements of the business. 

An electrical machinery executive notes: 


“If you are going to make a company profitable in 
future competitive markets, everybody has to get on the 
selling bandwagon. I believe that in addition to the 
sales organization, the production departments are going 
to have to be more cooperative in meeting closer schedules 
and customers’ requirements for special material delivered 
promptly. The production departments are going to 
have to be trained to be sales-minded just like the sales 
organizations are.” 


Salesmen's Compensation 


In one out of ten of the companies reporting, sales- 
men’s compensation plans are undergoing revision as 
a step toward building sales enthusiasm. A textile 
company, for example, is shifting its salesmen from a 
salary to a commission basis, whereas a producer of in- 
struments and controls is increasing the salary base 
“because of the fact that an increasing proportion of 
total salesmen’s compensation has been in commis- 
sions, which we feel is developing a sense of inse- 
curity.” 

In two instances the change represents a reinstate- 
ment of the company’s incentive compensation plan, 
“which it was necessary to discontinue at the start of 
government controls.” 

A steel producer writes that his company is endeav- 
oring to give more weight to a selective product mix 
through a revision of its compensation plan. 

Generally, revisions tend to liberalize earlier com- 
pensation plans. According to a producer of indus- 
trial machinery: “We have modified our compensa- 
tion plan to include an incentive bonus for cubs and 
junior salesmen, as well as senior salesmen and man- 
agers.” 

And both a hardware and a food company report 
the introduction of entirely new bonus plans. 


Effect of Competition for Salesmen 


Most companies are optimistic concerning their 
ability to rebuild their sales organization. They have 
successfully met the problem before and are prepared 
to face up to it once again. However, several report- 
ing executives indicate that they were concerned as 
to how productive the individual salesmen may be 
over the next two to three years. 
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As told by a manufacturer of electrical machinery: 


“We foresee a shortage of top-flight salesmen as other 
companies attempt to improve their sales forces through 
better personnel. This will cause some restlessness and 
perhaps lower productivity, a condition which generally 
occurs when the demand exceeds the supply, and you 
expect lower productivity from the individual. Should 
there be a minor recession in employment, this condition 
may not occur. However, all our policies are designed to 
prevent its happening to us.” 


PRICES AND COSTS 


Those companies that are experiencing price com- 
petition generally hope to overcome it through lower 
production costs. Some feel that “maintaining or im- 
proving quality against a background of rising costs” 
is probably their most difficult marketing problem at 
the present time. Few companies expect to be able to 
decrease distribution costs, and many feel that such 
costs will necessarily increase as sales efforts are in- 
tensified. 

In some industries, price competition is being ex- 
perienced from, low-grade goods, and an important 
sales objective of some reporting companies in these 
industries is to convince their customers and prospec- 
tive customers of the desirableness of their better- 
quality products. This, they feel, will require im- 
proved product knowledge on the part of their sales- 
men and more intensive selling. 


NEW PRODUCTS AND NEW USES FOR OLD 


Some companies are of the opinion that new prod- 
ucts and new uses for old products are the solutions 
to their sales troubles. Generally, cooperating manu- 
facturers are considering the introduction of new 
products that are additions to their product line 
rather than divergent products. 

A producer of instruments and controls, who re- 
ports that his industry is in “a considerable state of 
advancement,” comments that it is moving very rap- 
idly and that “keeping up with new products in the 
field” is his most important sales problem. An elec- 
trical appliance executive reports: “We are working 
hard on a companion line to fill in the reduced sales 
of our other lines.” 

And a manufacturer of industrial machinery states: 


“The most important thing we could do to increase 
sales would be to begin promptly the production of ad- 
ditional models of machines, some of which are now under 
development, in order to round out a line which has been 
restricted in its scope since the end of the war. Further 
than this, radically new improvements in the design of 
existing models, if they could be conceived, would, of 
course, help greatly to stimulate sales.” 


Developing sufficient advertising support for new 
products, integrating new products into existing lines, 
and getting adequate distribution are problems co- 
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Table 2: Sales and Advertising Expenses—Continued 
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rollary to the introduction of new or improved prod- 
ucts and are being given attention by these com- 
panies. 


IMPROVED DISTRIBUTION SYSTEM 


Ten of the cooperating companies regard the im- 
provement of their distribution system as their most 
important sales problem. Desired improvements are 
of two types: (1) more complete market coverage; 
and (2) a better sales job by the dealers or retailers 
who ultimately sell their products. 

As one step in achieving better market coverage, 
some companies are remaking their sales territories, 
reducing them in size, and increasing the sales force 
so that they can be canvassed more thoroughly. Oth- 
ers are sending salesmen into territories that previous- 
ly were not worked and soliciting customers not called 
on in the past. Typical of management’s attitude on 
this point is the statement made by a nonmetal manu- 
facturer: 


“We have recently changed our policy to a much more 
pin-pointed rather than diffused sales effort. Our experi- 


ence over recent years has shown that a smaller territory 
more frequently covered is a more effective medium for 
maximizing results.” 


Others are choosing new distributors, seeking more 
distributors, attempting to train dealers to do a better 
job, and, in some instances, are rendering financial 
assistance to their distributors in order to achieve 
better sales results. 

There is one instance in which a manufacturer of 
electrical machinery believes that if he finds he is 
not able to arrange for his dealers to spend more time 
on his product line, he will hire his own salesmen. 

An automotive equipment firm expects to strength- 
en its distribution by “making greater use of a manu- 
facturer’s agent” for one of its products. 


CUSTOMER RELATIONS 


There is a general recognition that manufacturer- 
customer relations were allowed to disintegrate during 
the war years and that these relations must be im- 
proved. In the words of a manufacturer of automobile 
equipment: “Gaining customers’ confidence in our 
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ability to meet their needs, as promised, is our biggest 
problem.” According to most manufacturers comment- 
ing on this point, giving the best possible delivery and 
technical service to customers is the best approach 
toward bettering customer relations. 


ADVERTISING BUDGETS 


Half the cooperating companies report that adver- 
tising expenditures for this year will be higher than 
a year ago. All but 15% of the others estimate ex- 
penditures will be “about the same as for 1952.” 

Increases reported for this year are generally slight. 
Several manufacturers observed that increases have 
been only enough to meet rising advertising costs. 

However, exceptional gains of 40% and 50% were 
reported in the chemical industry, and one railroad 
equipment manufacturer doubled his budget “to es- 
tablish existing products in new markets.” 

Although it is too early for some companies to es- 
timate their advertising budget for 1954, 70% of the 
cooperating companies expect that expenditures will 
continue at this year’s level. Only two companies, an 
industrial machinery producer and a paper manufac- 
turer, foresee a drop. 


Shifts in Media 


A number of companies indicate that they are 
making shifts in their advertising media. The most 
pronounced shift is that reported by eight companies 
that are instituting or increasing direct-mail promo- 
tion. A manufacturer of office equipment, writes: 
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“We fundamentally believe that, in our business, 
direct mail, closely tied in with prospect interest and 
direct sales effort, is more productive than any other 
type of advertising.” 


SALES EXPENSES HIGHER 


While changes in the sales force and higher adver- 
tising budgets are aimed at higher sales volume, it 
will be some time before these measures can be 
expected to make themselves felt. Meanwhile, the in- 
creased costs involved in recruiting and training new 
salesmen, as well as integrating changes in sales man- 
agement into the sales organization, temporarily 
rules out any hope for economy in selling expenses— 
an economy which could prove most helpful to many 
companieg faced with price competition. 

Table 2 compares sales expenses today, as a per- 
centage of sales, with those of a year earlier. In three 
fourths of all companies reporting on this point, sales 
expense is either the same or higher than a year ago. 
Moreover, expenses of these companies over the next 
six months’ period are expected to trend slightly high- 
er in at least half the reporting companies. Higher 
freight and delivery rates and the higher cost of sales- 
men’s travel are contributing to the upward trend. 

In all but one instance, companies reporting a lower 
sales expense ratio say it is owing to higher dollar vol- 
ume rather than to a reduction in absolute costs. 


G. CLarkK THOMPSON 
Joun H. Warson, III 
Division of Business Practices 
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(Continued from page 347) 


output is going to defense and components. With defense 
spending slated for little change in this fiscal year, the mili- 
tary demand for steel will remain much as it has been.” 


Steel (July 27)—‘“Persistently strong demand for steel 
products in most categories is giving impetus to a rising 
wave of cautious optimism as to last-quarter prospects. Con- 
sidering seasonal influences in the market currently, mid- 
summer may not be the best vantage point for appraising 
steel outlook. But from the way the mills are booking 
fourth-quarter delivery orders there appears little reason to 
anticipate much, if any, letdown in high-level activity over 
the remainder of the year.” 


American Metal Market (August 12)—“Steel production 
in the Soviet Union, which was only 1,868,000 metric tons 
in the 1924-1925 economic year, will rise to 38,000,000 tons 
this year, and is scheduled to further increase to 44.7 mil- 
lion tons by 1955. These are figures which Premier Georgi 
M. Malenkov presented to the Supreme Soviet this week 
when he made his announcement that henceforth the Rus- 
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sian consumer would be getting a better break on production 
of consumer goods.” 

The Iron Age (August 13)—‘Steel producers, for the 
first time in years, are more optimistic than most of their 
customers. . . . They know they are catching up with their 
market; some of them believe they can see a little daylight 
between productive capacity and prospective business toward 
the end of the year. But they aren’t worried about it. Some 
of their customers apparently are. Fact is, steel supply and 
demand are so close to balance that a firm market can no 
longer be taken for granted. Little things like rate of new 
orders, backlogs, and cancellations haven’t meant much for 
many months. But now they will bear watching as sensitive 
indicators of things to come in the steel business.” 

Steel (August 10) —“By early 1954, atomic construction 
will reach about $130 million a month, around 5% of es- 
timated total construction expenditures in the United States. 
Present atomic building projects account for some 3% of 
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COMPETITION IN CONSUMER DURABLES 


New households, rent increases and popularity of the automobile 
are important factors in the consumer market 


output of goods and services, even though gov- 

ernment expenditures are running at what may 
be their postwar peak and business investment in 
plant and equipment continues at a record high. 
About 62% of gross national product in the first half 
of 1953 consisted of personal consumption expendi- 
tures. 

Assuming that the nation’s demands for noncon- 
sumer goods and services decline, as they are widely 
expected to do, the consumer share of output will 
have to rise further if full employment is to be main- 
tained. And if to this increase is added a further 
increment to reflect rising productivity, the advance 
in per capita personal consumption required to sus- 
tain full employment in the years ahead is impressive, 
to say the least. 

In the light of the central position which consumer 
outlays now occupy in the business outlook, certain 
recent shifts in the composition of these outlays merit 
close attention. As income and spending have risen 
to unprecedented heights in the postwar period, dur- 
able goods have assumed greater relative importance 
than ever before. And concurrently the proportion 
spent on nondurables has fairly steadily fallen off. 
Services, which reached a low point in the immediate 
postwar years, have been rising in importance slowly 
but consistently since 1947; the major part of this 
rise is ascribable to increased outlays for shelter. 
While these shifts in no sense forecast the behavior 
of consumption expenditures in the years ahead, they 
indicate certain critical areas in the expenditures 
pattern, and they point to some of the forces at work 
in these areas. 


EXPENDITURES FOR DURABLES 


Expenditures for consumer durable goods are highly 
sensitive to changes in income; that is, such expendi- 
tures tend to rise and fall at a rate greater than the 
rate of change in total income or in total spending.! 

In the peak year of 1929, close to 12% of what con- 
sumers spent went into durables, as against 7.5% of 
total consumer expenditures in the depression trough 


1Since personal saving also tends to be highly income sensitive, 
the ratio of durables outlay to total consumer expenditures is likely 
to fluctuate at least as markedly as the ratio of durables outlays 
to disposable income. 


(Grate ote still take the bulk of our national 
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of 1932. Thus, a relatively large part of the decline in 
total consumer outlay during the depression was suf- 
fered by durables. Conversely, in the expansion of 
consumer spending in the later Thirties, durables ex- 
penditures rose relatively rapidly, reaching 10% to 
12% of total expenditures in the late prewar years. 

By 1944, production limitations imposed by the war 
had reduced consumer spending for durables to 6.4%. 
As capacity and incomes rose between 1945 and 
1950, consumers attempted to convert their war-ac- 
cumulated liquid assets into durables. During this 
period, expenditures for durables as a percentage of 
consumer spending rose sharply, reaching a record 
15% in 1950. In 1951 and 1952, the percentage set- 
tled down to a little above 12%, but rose to above 
13% in the first half of 1953. 


THE THREE MAIN COMPONENTS 


The durable goods component can be divided into 
three portions: automobiles and parts; furniture and 
household equipment; and miscellaneous durables 
(including principally jewelry, durable toys, wheel 
goods, sports equipment, books and maps, and glasses 
and orthopedic appliances) . 

Furniture and household equipment in 1929 ac- 
counted for almost half of total spending for durables, 
and automobiles for about a third. In 1932, about 
54% was spent on household goods, and expenditures 
for automobiles had fallen to less than a fourth of the 
total spent on durables. In no subsequent prewar year 
did the proportion dip below 48% for household dur- 
ables. For the prewar period as a whole, expenditures 
for automobiles were considerably more sensitive 
than expenditures for household durables. 

During the war, when new cars were unobtainable, 
household durables rose to almost two thirds of the 
greatly diminished aggregate of durables expendi- 
tures. In the postwar years, however, there has been 
a marked shift within the durables category away 
from furniture and household equipment and toward 
automobiles. Expenditures for household durables 
fell to less than 50% of total durables outlays in 
1948. In the years 1949-1952 they accounted for 
about 45% of total durables spending, but in the first 
half of 1953 the proportion fell to 40% (on the basis 
of seasonally adjusted data). Conversely, the pro- 
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portion of durables outlays for automobiles rose from 
about 12% in the late war years to 33% by 1948, and 
to about 45% in the first half of 1953. 

If the relatively small “other” durables category 
is omitted, the postwar decline in the household goods 
share of durables outlay is only a mirror image of 
the rise in the share spent on automobiles and parts. 
This would mean that the diminishing relative impor- 
tance of furniture and household appliances among 
durables is based on the simple fact they are losing 
out to automobiles in the competitive struggle for the 
public’s favor. It might then also follow that when 
car sales are weak, household durables should recoup 
part of their lost share of total spending. However, 
in 1951 and 1952, the proportionate distribution of 
spending within the durables category remained 
steady even though the dollar amount spent on auto- 
mobiles was successively smaller in these years. 

Apparently, household durables did not benefit, as 
a percentage of durables spending, from the decline 
in purchases of automobiles. And the fact that re- 
cent declines in the share of total expenditure going 
for household durables occurred in the face of strik- 
ingly high personal savings rates certainly does not 
indicate that consumers were scrimping on refriger- 
ators or sofas in order to buy cars.1 From 1950 to 
early 1953, in fact, expenditures for household dur- 
ables fell relative to those for other durables, rela- 
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tive to all personal expenditures, and, even more 
emphatically, to total income available for spending. 

Since the automobile segment of durables expendi- 
tures is dependent on the sales of a single product, 
it lends itself to the direct techniques of market 
analysis and forecasting more readily than does the 
complex and changing household durables segment. 
On the basis of market analysis, most students of the 
automobile industry have concluded that the stock of 
cars is settling into an equilibrium with income in 
such a manner that late postwar output schedules 
are not likely to be exceeded in the years immediately 
ahead, and may not even be equaled.? If this conclu- 
sion is correct, the maintenance of full employment 
along with a rising national income in these years will 
require that a growing proportion of durables pur- 
chases and of total consumer purchases be in the 
form of household durables. 

A clue to some of the influences which determine the 
volume of expenditure for furniture and household 
equipment can be found in the relationship between 
these expenditures and residential construction. Since 
1939, there has been almost complete coincidence in 

1In the first half of this year a further decline in the household 
goods share of durables expenditure was accompanied by a rise in 


that*for automobiles, but the savings ratio ranfatZa level roughly 
50% above its historical norm. 


*See “Autos and the Business Pace,” The Business Record, April, 
1953. 
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the direction of movement of these two series.1_ While 
available data do not permit exact comparison of 
these variables in years before 1939, they do suggest 
that, were adequate information at hand, the same 
correspondence would be observable at least back to 
1929. Both variables, of course, are functions of in- 
come, as well as of family formation, and would there- 
fore be expected to exhibit similar behavior. But 
it is doubtful whether such close correspondence would 
exist simply on account of these joint relationships, if 
house building, or more precisely, the purchase of 
housing by consumers, were not directly associated 
with spending on household durables. A decline in 
housing activity would therefore be significant not 
only on its own account but also on the indicated re- 
lationship to durables expenditures. 

Between 1929 (the first year for which data are 
available) and 1949, annual expenditures for house- 
hold durables evidently exceeded the value of new 
residential construction. In 1950, however, expendi- 
tures for household durables fell below the value of 
new housing, and the gap between the two quantities 
widened in 1951 and 1952.2 Part of the explanation 
of this reversal lies in the fact that since early in 1950 
the number of new nonfarm dwelling units started 
has outrun household formations, which have actu- 
ally been diminishing since that date. House build- 
ing, while down considerably from its 1950 peak, has 
continued at a rapid rate, but the resulting vacancies 
have hardly been a stimulant to durables expenditures. 

Thus, in considering the market for household dur- 


Residential construction measured by the value of work put in 
place; household durables expenditures lagged three months to allow 
for the time lapse between construction activity and actual sale and 
initial occypancy of new dwelling places. 

_Available information suggests that at the crest of the last pre- 
vious expansion in house building, in 1925 and 1926, new residential 
construction also exceeded spending on household durables. 
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ables, the rate of household formation cannot be 
ignored. In the year preceding April, 1948, more 
than 1.5 million new households were formed. In 
the eleven months before March, 1950, the annual 
rate of increase in households was only just a little 
under 1.5 million. But between April, 1951, and 
April, 1952, the net increase is estimated at only 
900,000. This decline in household formation is in 
large measure a consequence of the low birth rates 
of the 1930’s and is therefore a basic economic condi- 
tion which is unlikely to be influenced to a significant 
degree by selling efforts or short-term fluctuations in 
business activity. According to Census Bureau pro- 
jections, the number will continue to decline for the 
next several years. 

Closely related to the household durables markets, 
and to new residential construction itself, is the cost 
of shelter.1 The postwar expansion in the share of 
consumer outlays going to durables has occurred at 
a time when the proportion spent on shelter has also 
been rising, but has nevertheless been at historically 
low levels. 


THE SHELTER FACTOR 


The annual dollar value of shelter reached its post- 
1929 low in 1934—later than most other types of con- 
sumer expenditures, probably because of the rela- 
tively slow reaction of prices in this essential area of 
demand. For the same reason, the proportion of per- 
sonal consumption expenditures going for shelter 
reached its post-1929 high of 18.3% in 1932, when 
total spending by consumers was nearing its depression 
trough. 

During the later years of the Thirties, the dollar 
volume of shelter outlay rose less rapidly than total 
consumer expenditures, and in late prewar years it 
ran about 12% to 138%. Because of the extreme ef- 
fectiveness of rent controls during the war? and the 
virtual cessation of nondefense dwelling construction, 
shelter expenditure in 1946 was 8.8% of total outlays 
—an abnormally low level in relation to the needs and 
purchasing power of the population. Since then, 
shelter outgo has risen in each year at a rate greater 
than consumption in general, so that its share of 
total outlays has increased consistently. Even in 
1952, however, it accounted for only 11% of total 
consumer outlays, still somewhat below late prewar 
experience, and substantially below the 1929 relation- 
ship. 

Shelter is one of the components of consumption 
spending considered to have a low income sensitivity 


1The value of housing (or shelter) outlay, which is an item in per- 
sonal consumption expenditures, should be distinguished from the 
value of (private) residential construction, which is listed in the 
national product accounts under the heading of “private domestic 
investment.” Net increase in consumers’ equity in the housing stock 
is an item in personal savings. 


*Between 1942 and 1946 the all-items consumer price index rose 
by about 20%, while the rent index went up only 1%. 
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—that is, in the course of a business cycle outlays for 
shelter are ordinarily expected to rise and fall at 
rates less than equal to rates of change in total in- 
come or total spending. Throughout prewar years this 
low sensitivity is clearly reflected in the national 
product accounts. But during the postwar period the 
need to fill long-deferred demand for housing has 
operated to submerge the sensitivity factor, and the 
rise in shelter expense during the postwar period has 
been more than proportionate to the great rise in 
aggregate expenditure and in disposable income. How- 
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ever, as the number of houses approaches a figure ac- 
ceptable to the public, given its tastes and the cost 
structure of the building industry, the low-sensitivity 
aspect of the relationship is likely to reassert itself. 

Both the relatively low level and the rising trend of 
shelter outlay thus suggest that if incomes were to 
stabilize or turn down, shelter would be a strong 
competitor for the consumers’ dollar. The higher 
the shelter proportion of consumer spending goes, the 
bigger the bite it is likely to take out of the more 
highly income-sensitive durables sector in time of re- 
cession. If housing should regain its 1929 importance 
in the consumption picture, durables might have to 
- walk more humbly than they have since the end of 
the war. + 

Whether the housing share of consumption spend- 
ing will level off or continue to grow cannot be said 
_with any assurance. It might be argued that the pro- 
portion will stop growing at a figure less than the 
prewar average, on the ground that over the long term 
the share of a community’s resources going for neces- 
sities such as shelter tends to drop as the community’s 
average income rises. However, this reasoning is not 
strongly supported by the results of budget studies 
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Rates of Increase in Households and Rents 
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centering on precisely this issue. It does not appear 
from these studies that the proportion of family out- 
lay devoted to rent is a simple inverse function of 
income, even in the lower and middle income ranges. 
In the 1935-1936 study of consumer expenditures in 
the United States, for instance, it was found that the 
housing share of current consumption remained fairly 
constant as income varied, approximating 18% at all 
levels. 

Moreover, the internal composition of the esti- 
mates of shelter outlays made by the Department of 
Commerce yields some evidence that, at least in abso- 
lute amount, the total of such outlays is still on a ris- 
ing trend. The major part of the aggregate consists 
of space rental value “imputed” to the spending ac- 
counts of the owner occupants of nonfarm residences. 
This figure thus represents an estimate of the value 
of services received from housing facilities but not 
actually paid for in monetary transactions. In 1952, 
it came to nearly $15 billion, and constituted 61.7% 
of the total shelter outlay. In the same year the 
rental value of tenant-occupied dwellings was esti- 
mated at $6.8 billion, about 28.4% of the total. 

The importance of owner-occupied rental value has 
grown strikingly since the end of the war, reflecting 
the trend toward home ownership. In 1946, owner- 
occupied nonfarm space rental value represented only 
55% of all shelter outlay. Even this, it should be 
noted, marked an increase over the late Thirties when, 
after an actual decline in home ownership during the 
deep depression years, the proportion grew to about 
ATG. 

Apart from the rise in home ownership, another 


1The remainder of the total $24 billion consisted of the rental 
value of farm houses, transient accommodations, schools, clubs, and 
institutions. 
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factor behind the increasing importance of owner- 
occupied space rental value is the higher average 
value of owner-occupied houses compared to tenant 
occupancies. A continued shift in the direction of 
owner occupancy would thus tend to raise the average 
outlay. And the shift is likely to continue as long as 
incomes continue expanding, because, as is shown in 
the Federal Reserve’s cross-sectional surveys of con- 
sumer finances, the rate of owner occupancy increases 
with income. 

Changes in shelter expenditures may also be an- 
alyzed into their price and quantity components. 
Such analysis discloses that shelter prices have moved 
upward more or less steadily, whereas the rate of 
increase in the quantity of occupied housing has de- 
clined sharply since 1950. 

Changes in each of these factors would be expected 
to have opposite effects on consumer behavior. An 
increase in the number of households, representing an 
increase in the quantity of housing occupied, tends to 
stimulate expenditure on related items, such as furni- 
ture and household equipment. On the other hand, an 
increase in rental prices tends to depress other kinds 
of expenditure simply by leaving less income available 
for items other than shelter. Since 1950, the rise in 
total outlays for shelter has increasingly reflected the 
price factor rather than the quantity factor, and has 
thus possibly played some role in retarding expendi- 
tures on household durables. Further increases in 
shelter expenditure in the near future are likely to be 
of the same character, given a falling rate of household 
formation and continued strong upward pressures on 
rents. 


HOW IT ALL ADDS UP 


On the basis of analysis of internal relationships 
within the aggregate of consumption outlays, it ap- 
pears that the strength shown by the durables com- 
ponent in recent years has been increasingly depend- 
ent upon purchases of automobiles and parts. Rela- 
tive to spending on automobiles, outlays for furni- 
ture and household appliances have declined in im- 
portance with the falling rate of household formation. 

Meanwhile, the services share of consumer spending 
has also been growing, mainly because of rising expen- 
ditures for shelter. 

Although it is not possible to predict whether 
the importance of shelter outlay will continue to 
increase, the implications of the relationship between 
it and other sorts of consumer spending, especially 
household durables have become less favorable than 
they were in the early postwar period. There is a 
tendency for recent increases in shelter outlays to be 
competitive with expenditures for other consumer 
goods, rather than supportive or stimulating. 
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all building outlays. And the prospect is for more con- 
struction of private projects.” 


Textiles 


Daily News Record (August 11)—“The government cot- 
ton crop estimate of 14,605,000 bales may tend only to 
further delay buying of cotton textiles, but should not have 
any marked effect on prices. . . .” 

“Two major factors stand out in the current picture, it 
is emphasized: One, that there has been no fear of any 
shortage of cotton in view of the 5,600,000-bale carry-over; 
and two, that retailers have been pursuing a policy of ex- 
tremely cautious forward buying.” 

The Journal of Commerce (July 22)—Fourth-quarter 
prospects for the domestic textile industry look good with 
a few exceptions. Cotton print cloths, broadcloths, plisses 
and combed goods are doing well. On the other hand, hori- 
zons are not yet clear for industrial goods like ducks, osna- 
burgs, narrow drills and twills. 

“Most cotton goods mills can look forward to their best 
season since 1946. The new ‘miracle’ fibers are at the peak 
of their popularity with consumers, and still going strong. 

“Older synthetic fibers such as rayon and acetate, while 
facing a tough season this fall because of the tightening 
competition offered by a renascent cotton industry, and 
highly promoted fibers like dacron, orlon, dynel and others, 
are expected to do at least as well as last year... .” 


HOW FARMER FARES 
(Continued from page 360) 


increased only about 60%. The bulk of the increase 
in liabilities can be attributed to nonreal-estate debt. 
Farm mortgage debt has risen only 8% since 1940. 
Proprietors’ equities are still almost three and a half 
times their 1940 level. (See table.) 


OVER-ALL SITUATION GOOD 


While price declines in agricultural commodities 
have had an adverse effect on farm income, their 
impact on the farm balance sheet has not yet been 
substantial, and farmers’ finances, in aggregate, con- 
tinue to be satisfactory. It should be noted, however, 
that the aggregates do not disclose important diver- 
gencies within the farm sector. Some farmers—fruit 
and tobacco growers, for example—have fared better 
than the farming community as a whole, while others, 
—notably those with a heavy investment in livestock 
have fared relatively poorly. 
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